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During 1995, the economy experienced a 4% increase in GDP. But other figures suggest that the
economy is underutilizing human and natural resources. Production of basic goods and services
is down, while the quantity of imports and prices for those goods are rising. At the same time,
massive unemployment and a shift of population from agricultural zones to urban areas has placed
a heavy burden on social services. As wages remain static, the basic basket of goods and services
is receding from the reach of a majority of Nicaraguans. At last year's 4% growth rate, or even at
the 5% projected for 1996, the economy cannot catch up with current unmet demand, much less
accommodate the 3.2% estimated annual growth in population.
Of the total 4 million population, roughly 3 million are poor, and of these, half live in extreme
poverty. Calculations of the numbers of Nicaraguans in poverty vary from the World Bank's
estimate of 79.7% to as high as 84% in other studies (see other article in this edition of EcoCentral).
The worst poverty is found in rural areas. Out-migration to urban areas has left the countryside
with a poverty rate higher than in the cities. Although the rural population is 41% of the total, 63%
of the poor and 78% of the extremely poor are found there, according to Fernando Canchon, the
representative for the Food and Agriculture Organization (FAO) in Nicaragua.
While annual per capita income averages US$410, that figure gives no indication of actual living
standards because of the uneven distribution of income. According to one study, the richest 20% of
the population receives 55% of the income while the poorest 20% receives only 3.53%. Among the
poor, researchers find that 60% of pensioners receive only US$24 per month. Pensions of people
disabled in the contra war of the 1980s is between US$6 and US$24, while pensions for widows and
orphans are between US$3 and US$6 per month. Despite relatively high economic growth rates, the
economy is not generating enough jobs. Estimates of the unemployment rate vary widely. The Banco
Central says it is 18%, though it recognizes that there is a vast number of underemployed.
The UN's Economic Commission for Latin America and the Caribbean (ECLAC) places the figure at
64% of the economically active population. Unemployment has been worsened by the government's
policy of cutting its payroll to reduce the fiscal deficit. Between 1990, when the current structural
adjustment program was adopted, and 1995, 15,000 government workers were laid off, according to a
study by the Centro Nicaraguense de Derechos Humanos (CENIDH). In the same five-year period,
the textile-manufacturing sector reduced its work force from 6,000 to 2,000. Similar contractions
took place in other sectors. Nicaragua is now a net exporter of labor. Labor Ministry figures show
that 2,000 Nicaraguan workers reside in Costa Rica on work permits. In addition, nongovernmental
sources say that another 300,000 Nicaraguan immigrants live illegally in Costa Rica. According to
the Banco Central, the basic basket of 53 consumer goods and services costs US$155 per month.
Government wage policy has keep income stable under a wage- freeze decree in 1991, which is
required by the structural adjustment plan. Consequently, the minimum wage has remained
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unchanged at 234 cordobas since 1991. However, with the steady devaluation of the cordoba, the
value of the minimum wage in dollar terms has dropped from US$47 per month in 1991 to US$33
today. During the same period, the average government wage has also remained fairly constant at
around US$105 per month. Thus, the minimum-wage earner can only buy about 21% of the basic
basket and the government wage earner can command about 68%. Because the economy consumes
more than it produces, some key consumer goods, such as grains and industrial inputs, including
petroleum, must be bought with hard currency from abroad.
The government's interest in reducing the outflow of reserves by reining in demand conflicts with
the consumer's interest in affordable market prices. Similarly, fiscal and monetary restraints call for
high taxes, tight money, and currency devaluation, while producers demand easy access to credit
and costly government incentives. The result of the clash of public and private interests is a severe
shortage of many basic goods, scarce money, and high prices. A clear example of the wage-price
dilemma is the rapid transformation of bread into a luxury item. Wheat prices rose 40% in the 12
months ending in May. Many bakers said they were near bankruptcy, with more increases coming.
The Chicago grain-futures market announced in May that summer and fall delivery prices are
rising. A market analyst predicted a 3.4% increase in wheat over the next few months. But millers
expect to pay as much as 25% more when their current inventories run out because of the steadily
depreciating currency.
The most recent increase of US$1.21 for 45 kilos was due entirely to devaluation, according to
the principal grain processors, Germina and Molinos de Nicaragua. Prices for other basic food
items such as beans, milk, potatoes, and rice have all risen dramatically in recent months. Rice
doubled in price between December 1994 and May 1996, and beans tripled in price during the
same period. Though some of the increase is due to increases in world prices, as is the case with
wheat, low domestic production is also responsible for scarcities and high prices. Neither state
nor private banks are willing to invest in basic food production because of the high risk and low
return on investment. Scarce supplies have led to speculation and price manipulations. Though
the government does not have a consumer subsidy program for all basic items, it has tried to drive
down the price of beans by having the basic-food agency, Empresa Nacional de Alimentos Basicos
(ENABAS), hold back 135,000 kilos of beans from the market to sell at retail prices well below the
market average.
By allowing the market to determine utilization of capital, subsistence farming and production
of basic foodstuffs is now dangerously undercapitalized. Since national savings rates are low,
the country must depend on foreign capital to fill the gap. But Nicaragua's weak economy
and infrastructure discourage foreign investment, which last year was only US$60 million. By
comparison, the fiscal deficit last year was US$100 million. On May Day, 100 labor federations
proposed an "alliance" of civil political and governmental organizations to fight poverty and
stimulate sustainable development. The alliance would sign a national pact that would include a
commitment to redistribute national wealth and to generate jobs. The 15-point program calls for
the creation of 100,000 new jobs annually through government measures to increase production.
Another point asks for a change in government wage policy that "improves the condition of
workers."
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The declaration criticizes political parties for offering "demagogic solutions" but imposing
discriminatory economic policies. Meanwhile, recent changes in World Bank policy should lead
to an increase in aid to alleviate poverty. During a visit to Managua in early June, Shahid Burqui,
World Bank vice president, said that aid to Nicaragua is now given under a policy of aid "with a
human face." The bank has given high priority to anti-poverty projects aimed at improving the
distribution of income and job creation, though no new aid packages have been authorized. Overall,
Burqui praised President Violeta de Chamorro's handling of the economy. [Sources: Barricada,
03/19/96, 04/01/96, 04/17/96; Agence France-Presse, 12/10/95, 05/01/96; Inforpress Centroamericana
(Guatemala), 01/25/96, 05/02/96; La Prensa, 03/23/96, 05/01/96, 05/10/96, 05/12/96; La Tribuna,
04/12/96, 04/20/96, 05/01/96, 05/11/96, 05/12/96, 05/18/96, 05/20/96, 05/23/96, 05/25/96; Notimex,
06/11/96]
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